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Surname * *  f  
* * * * *  ** ***   

Employer I d e n t i r i c a t i o n  N u m b e r :  ****** **** 
Rey D i s t r i c t :  *******  *   

D e a r  Appl icant :  

T h i s  l e t t e r  i s  i n  f u r t h e y  c o n s i d e r a t i o n  of your a p p l i c a t i o n  
f o r  r ecogn i t i on  o f  exemption as an o r g a n i z a t i o n  d e s * * * * *  *   
s e c t i o n  501 ( c )  (3 )  of t h e  I n t e t n a l  Revenue Code. On * * *  **  
****,  w e  i s s u e d  you a proposed d e n i a l  of r ecogn i t i on  of 
******* n. You submi t ted  a p t o t e s t  t o  t h a t  l e t te r  d a t e d  *****   
**  ****.  W e  a r e  r e i s s u i n g  t h e  proposed d e n i a l ,  s u b j e c t  t o  t h e  
r e g u l a r  p r o t e s t  p rov i s ions .  Ous r easons  f o r  t h e  conc lus ion  t h a t  
you a r e  not  exempt under sect io l?  501(c) (3 )  o f  t h e  Code and t h e  
f a c t s  upon which it is  based, as w e l l  as your p r o t e s t  r i g h t s ,  are 
expla ined  below. 

You w e r e  incorpora ted  ********* **  ****, under t h e  laws of the  
S t a t e  o f  ******* . You were i n c o r p o r a t e d  f o r  t h e  fo l lowing  
purposes:  * *  **  ourage t * *  ********** ******** women i n  t h e  
S t a t e  o f  *******  i n  'the * * *  ******** *********  Pageant  and t o  
p rov ide  a program for i s su ing  s c h o l a r s h i p s  and/or  c a s h  o r  
equ iva l en t  awards t o  young people  based upon t a l e n t  a n d  c h a r a c t e r  
a l l owing  them t o  f u r t h e r  th€!iz: e d u c a t i o n a l  *** * * * * * * * 
o p p o r t u n i t i e s ;  and  t o  a f f i l i a t e  w i th  t h e  * * * *  * * * * * * *  ******  t o  
a l l ow * * * *  ******** t o  p a r t i c i p a t e  i n  t h e  n a t i o n a l  compe t i t i on  t o  
s e l e c t  * * * *  ******  . A s  amenaed, your A r t i c l e s  a l s o  p r o v i d e  t h a t  
you a r e  organized exc lus ive ly  f o r  c h a r i t a b l e ,  educa t iona l ,  
r e l i g i o u s ,  or  s c i e n t i f i c  purposes w i t h i n  t h e  meaning of s e c t i o n  
5 @ l ( c )  ( 3 )  o f  t he  Code. You a l s o  r e p r e s e n t  t h a t  you coach  and 
a s s i s t  i n  the p r e p a r a t i o n  of kDe winner f o r  competing i n  the 
annual  * * * *  ******* *********  Pageant. 

You a r e  r e q u i r e d  t o  r e q u i r e  a l l  c o n t e s t a n t s  i n  the  s t a t e  
pageant  and t o  cause contes tants ;  i n  t h e  l o c a l  pageants  t o  s i g n  a 
c o n t e s t a n t  c o n t r a c t .  You, on Peha l f  of * *  * * * *  ******* ****** ,  
must  cau.se your  f i n a l i s t  t o  en-t=er i n t o  a second c o n t r a c t .  You 
p rov ide  t h e  f i n a l i s t  with i n c i d e n t a l s  money, meal money, and 
round t r i p  t r a n s p o r t a t i o n  t o  * * * ** * * *  * * * * * * *  ****** . You 
r e q u i r e  t h a t  your c o n t e s t a n t s  Dave not e n t e r e d  i n t o  c o n t r a c t s  t o  
endorse  produc ts  compet i t ive  w i t h  the sporisars of * *  * * * *  



* * * *  ********* * * * * * * * * *  ******* ***  

* * * * * * *  ****** . You r e p r e s e n t  t h a t  a c o n t e s t a n t t  s breach of 
c o n t r a c t u a l  p r o v i s i o n  w i l l  n o t  r e s u l t  i n  a f o r f e i t u r e  of her 
s c h o l a r s h i p ,  i f  she is otherwise  e n t i t l e d  t o  the  scho la r sh ip .  

Whether a c o n t e s t a n t  s igns  a six-page l o c a l  c o n t e s t a n t  
c o n t r a c t  or  t h e  ten-page s t a t e  level c o n t e s t a n t  I s c o n t r a c t ,  t h e  
c o n t r a c t  inclucles a s e c t i o n  devoted to  t l schola rsh ip  funds .  The 
f i r s t  s en t ence  of t h i s  s e c t i o n  s t a t e s  "1 unders tand t h a t  t h e  
s c h o l a r s h i p  funds  w i l l  be provided by c e r t a i n  prominent companies 
and by th . e  Pageant i tself ,  and I ag ree  t h a t  a t  no t ime d u r i n g  t h e  
pe r iod  I hold t h e  [title] . . . w i l l  I endorse  o r  permi t  my name 
o r  l i k e n e s s  t o  be used i n  connection w i t h  t h e  endorsement o r  
adver t i sement  o r  a n y  product  or  p r o d u c t s  compe t i t i ve  t o  t he  
p r o d u c t s  of any o f  the  major c o n t r i b u t o r s  t o  sa id  s c h o l a r s h i p  
fund . 

S e c t i o n  501 (c) (3 )  of t h e  Code provides  f o r  t h e  exemption 
from f e d e r a l  income t a x  t o  o r g a n i z a t i o n s  organized  and o p e r a t e d  
e x c l u s i v e l y  f o r  c h a r i t a b l e  purposes  o r  educa t iona l  purposes ,  no 
9 a r t  o f  t h e  n e t  e a r n i n g s  of which i n u r e s  t o  t h e  b e n e f i t  of any 
p r i v a t e  sha reho lde r  or i n d i v i d u a l .  

S e c t i o n  1.501 (c) (3)  -1 (a) of t h e  lncome Tax Regula t ions  
prourides t h a t  t o  be exempt a s  an o r g a n i z a t i o n  desc r ibed  i n  
s e c t i o n  5 0 1  (c) (3) o f  t h e  Code, an o rgan iza t ion  must be b o t h  
o rgan ized  and opera ted  e x c l u s i v e l y  f o r  purposes s p e c i f i e d  i n  
s e c t i o n  501(c) (3)  . 

S e c t i o n  1.501 ( c )  (3 )  -1 (b)  (1) (i) of t h e  r e g u l a t i o n s  s t a t e s  
t -hat  an  o r g a n i z a t i o n  is organized exc.lusively f o r  one o r  more 
exempt purposes  o n l y  i f  i t s  articles of o rgan iza t ion  l i m i t  t h e  
purposes  of such o r g a n i z a t i o n  t o  one o r  more exempt purposes ,  and 
d.o n o t  exp res s ly  empower t h e  o rgan iza t ion  t o  engage, o the rwi se  
t h a n  a s  a n  i n s u b s t a n t i a l  p a r t  of i t s  a c t i v i t i e s ,  i n  a c t i v i t i e s  
which i n  themselves a r e  n o t  i n  f u r t h e r a n c e  of one  o r  more exempt 
purposes .  

S e c t i o n  1.501 ( c )  (3)  -1 (c) (1) o f  t h e  r e g u l a t i o n s  p r o v i d e s  t h a t  
an o r g a n i z a t i o n  w i l l  be regarded as "opera ted  e x c l ~ s i v e l y ~ ~  for 
one o r  more exempt purposes only i f  it engages p r i m a r i l y  i n  
a c t i v i t i e s  which accomplish one o r  more of such exempt pu rposes  
s p e c i f i e d  i n  s e c t i o n  5 0 1  (c) ( 3 )  of t h e  Code. An o r g a n i z a t i o n  w i l l  
n o t  be so regarded i f  more than  an i n s u b s t a n t i a l  p a r t  of i t s  
a c t i v i t i e s  is no t  i n  fu r the rance  of an exempt purpose. 

S e c t i o n  1.501 ( c )  (3)  -1 (d)  (1) ( ii) o f  t h e  r e g u l a t i o n s  s t a t e s  
t h a t  an  o r g a n i z a t i o n  i.s n o t  organized or o p e r a t e d  e x c l u s i v e l y  f o r  
one o r  more of t h e  purposes s p e c i f i e d  i n  s e c t i o n  501(c) ( 3 )  of 
t h e  Code un le s s  it s e r v e s  a p u b l i c  r a t h e r  t h a n  a p r i v a t e  
i n t e r e s t .  Thus, t o  meet t h e  requi rements  under  s e c t i o n  



* * * *  ******** *********  ******* *** . 
501 (c) (3 )  , it is necessary  f o r  an  o rgan iza t ion  t o  e s t a b l i s h  t h a t  
it is n o t  organized or  operated for  the  b e n e f i t  o f  p r i v a t e  
i n t e r e s t s  such as des igna t ed  ind iv idua l s ,  o r  persons  c o n t r o l l e d  
d i r e c t l y  o r  i n d i r e c t b y  by such p r i v a t e  i n t e r e s t s .  

R e v .  Rul. 66-103, 1966-1 C.B. 134,  states t h a t  an  
o rgan iza t ion  whose primary a c t i v i t y  is t o  p rov ide  awards and 
g r a n t s ,  i nc lud ing  s c h o l a r s h i p  and f e l l owsh ip  g r a n t s  t o  needy 
i n d i v i d u a l s  who would o therwise  n o t  be a b l e  t o  pu r sue  t h e i r  
s t u d i e s  f o r  l a c k  of funds  and w i t h  no monetary b e n e f i t s  t o  t h e  
donor o r g a n i z a t i o n ,  q u a l i f i e s  f o r  exemption under s e c t i o n  
501 (c) ( 3 )  of t h e  Code. The organiza t ion  is p r i m a r i l y  engaged i n  
a  c h a r i t a b l e  a c t i v i t y  o r  providing r e l i e f  o f  t h e  poor.  

Rev. Rul. 69-257, 1969 -1  C.B. 151, s tates t h a t  a n  
o rgan iza t ion  providing s c h o l a r s h i p s  selected from a  broad c l a s s  
of a p p l i c a t i o n s ,  on t h e  b a s i s  of s c h o l a s t i c  s t and ing ,  q u a l i f i e s  
f o r  exemption under s e c t i o n  501(c) ( 3 )  of  t h e  Code. The 
o rgan iza t ion  was c r e a t e d  f o r  the purpose of advancing educat ion.  

I n  a t - e r  Business Bureau v. Commissioner, 326 U. S. 279 
(1945)  , t h e  Supreme Court  determined tha t  w h i l e  some a c t i v i t i e s  
of t h e  o r g a n i z a t i o n  under  cons ide ra t ion  w e r e  educa t iona l ,  a 
s u b s t a n t i a l  purpose of t h e  o rgan iza t ion  was t o  promote bus iness ;  
t hus ,  t h e  organiza t ion  was n o t  ope ra t ing  e x c l u s i v e l y  f o r  
educa t iona l  purposes.  

I n  B i n a l e r  v .  Johnson, 394 U. S. 741, 751  (1969) , t h e  Supreme 
Court s t a t e d  tha. t  t.o be excluded from g r o s s  income under s e c t i o n  
117, a scholcirship must be a r e l a t i v e l y  d i s i n t e r e s t e d ,  no s t r i n g s  
educa t iona l  g r a n t ,  w i t h  no requirement of any  s u b s t a n t i a l  au id  
pro auo f o r  t h e  r e c i p i e n t s .  

M i s s  Georqj-a Scho la r sh ip  Fund, Inc.  v. Commissioner, 7 2  T.C. 
267 (1979) involved an o r g a n i z a t i o n  formed f o r  t he  purpose  of 
g i v i n g  s c h o l a r s h i p s  t o  c o n t e s t a n t s  i n  t h e  M i s s  Georgia Pageant. 
The p a r t i c i p a n t s  were r e q u i r e d  a s  a c o n d i t i o n  f o r  q u a l i f y i n g  f o r  
s c h o l a r s h i p s  t o  e n t e r  i n t o  a  c o n t r a c t  t h a t  would o b l i g a t e  them i n  
t h e  e v e n t  they  w e r e  s e l e c t e d  t o  p a r t i c i p a t e  i n  the M i s s  America 
Pageant t o  ab ide  by t h e  r u l e s  and r e g u l a t i o n s  of t h e  pageant ,  
i nc lud ing  p a r t i c i p a t i o n  i n  publ ic  appearances  and t h e  l i k e ,  under 
t h e  sponso r sh ip  of M i s s  Georgia Pageant.  These s c h o l a r s h i p s  were 
u n a v a i l a b l e  t o  t h o s e  c o n t e s t a n t s  who f a i l e d  t o  e x e c u t e  t h e  
c o n t e s t a n t ' s  c o n t r a c t .  Th>e Tax Court s tated t h a t  t h e  p r i n c i p a l  
i s s u e  i n  i t s  d e c i s i o n  w a s  !whether t h e  pu rpo r t ed  l l s cho la r sh ips t t  
g r a n t e d  by t h e  o r g a n i z a t i o n  were exempt under  s e c t i o n  117 I>r 

s e c t i o n  74 of t h e  Code, or were compensatory i n  n a t u r e .  T;le 
o r g a n i z a t i o n  was n o t  exempt under s e c t i o n  501(c)  ( 3 )  because  t h e  
o r g a n i z a t i o n  was ope ra t ed  p r i m a r i l y  f o r  t h e  purpose o f  p rov id ing  
compensatory payments t o  c o n t e s t a n t s  i n  t h e  pageants .  



* * * *  ******** *********  ******* ***  

Your articles of incorpora t ion  f a i l  t o  l i m i t  your  
o r g a n i z a t i o n a l  purposes t o  one o r  more e***** ******** ***  * *   
organized,  i n t e r  a l i a  t o  a f f i l i a t e  with **  * * * *  ******* ******  
t o  a l low * * * *  *******  t o  p a r t i c i p a t e  i n  t h e  n a t i o n a l  compet i t ion 
t o  s e l e c t  * * * *  ******  . You a r e  a l s o  organized  t o  make non- 
s c h o l a r s h i p  cash  payments t o  c e r t a i n  persons.  There  is n o t h i n g  
per se exempt i n  such purposes. 

S e c t i o n  117 (a)  of t h e  Code provides ,  i n  r e l e v a n t  p a r t ,  t h a t  
g r o s s  income does  n o t  include any amount r ece ived  as a q u a l i f i e d  
s c h o l a r s h i p .  Sec t ion  117 (c) imposes a l i m i t a t i o n  t h e r e o n ,  
however, and  s p e c i f i e s  t h a t  t h e  exc lus ion  fo r  " q u a l i f i e d  
s c h o l a r s h i p s w  s h a l l  n o t  apply t o  tha t  p o r t i o n  o f  any  amount 
rece ived  which r e p r e s e n t s  payment for t each ing ,  r e s e a r c h ,  o r  
o t h e r  s e r v i c e s  by t h e  s tuden t  r e q u i r e d  a s  a  c o n d i t i o n  f o r  
r e c e i v i n g  t h e  q u a l i f i e d  s c h o l a r s h i p .  

A s c h o l a r s h i p  o r  fe l lowship  g r a n t  r e p r e s e n t s  payment f o r  
s e r v i c e s  when the  g ran to r  r e q u i r e s  t h e  r e c i p i e n t  t o  perform 
s e r v i c e s  i n  r e t u r n  for t h e  g r a n t i n g  of the s c h o l a r s h i p  o r  
f e l l owsh ip .  A requirement t h a t  t h e  r e c i p i e n t  p u r s u e  s t u d i e s ,  
r e sea rch ,  or o t h e r  a c t i v i t i e s  p r imar i ly  for  t h e  b e n e f i t  o f  the 
g r a n t o r  is t r e a t e d  a s  a  requirement  t o  perform s e r v i c e s .  A 
s c h o l a r s h i p  or  fe l lowship  g r a n t  cond i t i oned  upon e i t h e r  p a s t ,  
p r e s e n t ,  or f u t u r e  s e r v i c e s  by t h e  r e c i p i e n t ,  or upon s e r v i c e s  
t h a t  a r e  s u b j e c t  t o  t h e  d i r e c t i o n  or s u p e r v i s i o n  of t h e  g r a n t o r ,  
r e p r e s e n t s  payment for s e r v i c e s  under  t h i s  s e c t i o n .  

A s i d e  from your o r g a n i z a t i o n a l  d e f e c t ,  your  a c t i v i t i e s  
r e f l e c t  a s u b s t a n t i a l  purpose of paying compensation.  You 
r e p r e s e n t  t h a t  c e r t a i n  paxyments a r e  s cho la r sh ips .  However, t o  
t h e  e x t e n t  t h e  payments a r e  s cho la r sh ips ,  t he  same i s s u e  
p re sen ted  t o  t h e  Tax Court i n  M i s s  Geors ia  Schola rsh iv  Fund, 
Inc .  , s u p r a ,  is p resen t  i n  your c a s e .  W e  m u *  ******** ****  er 
t h e  s c h o l a r s h i p s  you award t o  c o n t e s t a n t s  i n  * *  * * * *  ******** 
* * * * * * * * *  Pageant a r e  compensatory payments as d e f i n e d  i n  
s e c t i o n  117 (c)  o f  t h e  Code, and thus not exc ludab le  from income 
pursuant  t o  s e c t i o n  1 1 7  ( a )  . 

The in format ion  submitted i n d i c a t e s  t h a t  each  c o n t e s t a n t  of 
your c o n t e s t  is required t o  execu te  a c o n t r a c t  b e f o r e  she 
p a r t i c i p a t e s  i n  t he  l o c a l  pageant and a g a i n  b e f o r e  she  
p a r t i c i p a t e s  i n  t h e  s t a t e  l e v e l  pageant. These c o n t r a c t s  merely 
******  *** **** * * * * *  a n t  is expected t o  r e n d e r  s e r v i c e s  t o  
* *  * * * *  ******** ******  by p a r t i c i p a t i n g  i n  t h e  series of 
even t s  l e a d i n g  up  t o  t h e  s e l e c t i o n  of * * * *  ******** and * * * *  
******* . Each c o n t e s t a n t  signs t h e s e  c o n t r a c t s  b e f o r e  s h e  
r e c e i v e s  her scho la r sh ip .  Both c o n t r a c t s  r e q u i r e  the  pagean t  
p a r t i c i p a n t s  and winners t o  perform c e r t a i n  s e r v i c e s  and r e f r a i n  



* * * *  ******** *********  ******* * * *  

from c e r t a i n  a c t i v i t i e s .  One such a c t i v i t y  is  t o  rn- f ra in  f rom 
endorsement or adver t i sement  of any produc t  compe t i t i ve  t o  t h e  
p r o d u c t s  of any of the major c o n t r i b u t o r s  t o  t h e  s c h o l a r s h i p  
funds.  I n  l i g h t  of t h e s e  c o n t r a c t s  (and o t h e r  c o n t r a c t s  r e q u i r e d  
of  a l l  pageant c o n t e s t a n t s ) ,  and t h e  provisj-ons t h e r e i n  
r e s p e c t i n g  p e r s o n a l  s e r v i c e  o b l i g a t i o n s  on t h e  part of  
c o n t e s t a n t s  and s e l e c t e e s ,  w e  conclude t h a t  t h e  vvscho la r sh ipsgv  
awarded are c l e a r l y  payments f o r  p a s t ,  p resen t ,  and f u t u r e  
s e r v i c e s  by t h e  c o n t e s t a n t s ,  i nc lud ing  p a r t i c i p a t i o n  i n  y o u r  
s c h o l a r s h i p  program as  w e l l  as o t h e r  programs and  a c t i v i t i e s .  
Your v l schola rsh ip lv  awards a r e  simply a d d i t i o n a l  p r i z e s  f o r  
e x e c u t i n g  c o n t r a c t s ,  and f o r  e n t e r i n g ,  p a r t i c i p a t i n g  i n ,  and  
winning your program. 

Because your s u b s t a n t i a l  purpose is the p r o v i s i o n  o f  
compensatory payments t o  c o n t e s t a n t s  i n  t h e  program, you are n o t  
o p e r a t e d  e x c l u s i v e l y  f o r  one o r  more exempt purposes  s p e c i f i e d  i n  
s e c t i o n  501 (c) (3)  of the Code. See s e c t i o n  1 .501  ( c )  ( 3 )  -1 (c) (1) 
of t h e  r e g u l a t i o n s  and Rev. Ruls. 66-103 and 69-257, b o t h  s u p r a .  

Furthermore,  by  f a c i l i t a * * *  * *  **** * * * * * * o n  t o  
perform c e r t a i n  s e r v i c e s  f o r  * *  * * * *  ******* ****** ,  you are 
s e r v i n g  p r i v a t e  r a t h e r  t han  pub l i c  i n t e r e s t s .  Theref o r e ,  you 
have a g a i n  shown t h a t  you a r e  not  ope ra t ed  e x c l u s i v e l y  f o r  one  or 
more exempt pu rposes  under s e c t i o n  5 0 1  ( c )  ( 3 )  of t h e  Code. See 
s e c t i o n  1.501 (c) ( 3 )  - l (d)  (1) (i) of the  r e g u l a t i o n s .  

W e  f ind you t o  be analogous t o  t he  taxpayer  i n  M i s s  Georgia  
Schola rsh ip  Fund, Inc. ,  supra .  That  t axpayer  d i d  not  q u a l i f y  fo r  
exemption under  s e c t i o n  5Cl (c) (3 )  of  the. Code. 

B e t t e r  Bus ines s  Bureau, supra ,  i n s t r u c t s  t h a t ,  under  t h e  
o rganyza t iona l  t e s t ,  it is  n o t  enough t o  have t w o  purposes ,  one 
c h a r i t a b l e  and  t h e  o the r  non-char i tab le ,  i f  t h e  l a t t e r  is 
s u b s t a n t i a l l y  non-char i table .  Your documents and  c o n t r a c t s  
i n d i c a t e  t h a t  you a r e  o rganized  f o r  a s u b s t a n t i a l  non -cha r i t ab l e  
purpose ,  namely the  p rov i s ion  of compensation. A t  b e s t  t h e n ,  you 
a r e  o rganized  f o r  two purposes .  You a s s e r t  t h a t  you are 
o r g a n i z e d  t o  promote educa t ion ;  and t h e  record  c l e a r l y  ev idences  
a  s u b s t a n t i a l  non-char i table  purpose. 

You a re  organized f o r  a t  l e a s t  two non-exempt purposes ,  
i n c l u d i n g  t h e  s e l e c t i o n  of a * * * *  *******  t o  p a r t i c i p a t e  i n  t h e  
* * * *  ******   c o n t e s t ,  and  you have a s u b s t a n t i a l  o r g a n i z a t i o n a l  
and o p e r a t i o n a l  purpose of p rov id ing  compensation t o  some o f  your 
c o n t e s t a n t s ,  see s e c t i o n s  1.501 ( c )  ( 3 )  -1 (b) (1) and  ( c )  (1) of the  
r e g u l a t i o n s .  Add i t i ona l ly ,  you o p e r a t e  t o  promote s o c i a l  
pu rposes .  F u r t h e r ,  you s e r v e  t h e  p r i v a t e  i n t e r e s t s  mentioned 
above. See s e c t i o n  1 .501(c)  (3 )  - l ( d )  (1) (ii) . 



* * * *  ******** *********  ******* ***  

Accordingly,  we conclude t h a t  you f a i l  t o  q u a l i f y  for  
exemption from f e d e r a l  t a x  under s e c t i o n  5 0 1  (c) (3) of the  Code. 
You are requ i r ed  t o  f i l e  f e d e r a l  income t a x  r e t u r n s  on Form 1120 .  
A s c h o l a r s h i p  o r  f e l l o w s h i p  gran t  t h a t  r e p r e s e n t s  payment f o r  
s e r v i c e s  under s e c t i o n  117 ( c )  is considered "wagesw f o r  purposes  
of s e c t i o n  3401 (a) . Addi t iona l ly ,  t h e  g r a n t o r  of such amounts is 
s u b j e c t  t o  c e r t a i n  f i l i n g  and/or r e p o r t i n g  requi rements  
r e s p e c t i n g  w a g e s .  See Not ice  87-31, 1987-1 C. B. 4 7 5 ,  a copy of 
which is enclosed.  

You have t h e  r i g h t  t o  p r o t e s t  our r u l i n g  i f  you b e l i e v e  t h a t  
it is i n c o r r e c t .  To p r o t e s t ,  you should submit  a s t a t e m e n t  o f  
your views,  w i t h  a f u l l  exp lana t ion  of your r ea son ing .  T h i s  
s t a t emen t  must be  submit ted wi thin  30 days of t h i s  l e t t e r  and 
must be s igned by one of your  o f f i c e r s .  You a l s o  have a r i g h t  t o  
a conference  i n  t h i s  o f f  ice a f t e r  your s t a t e m e n t  is submit ted.  
I f  you want a conference ,  you must- request  it when you f i l e  your 
p r o t e s t  s ta tement .  I f  you a r e  t o  be r e p r e s e n t e d  by someone who 
is n o t  one of your  o f f i c e r s ,  he/she must f i l e  a proper  power of 
a t t o r n e y  and o t h ~ r w i s e  q u a l i f y  under o u r  Confere i~ce  and P r a c t i c e  

I f  you do  n o t  p r o t e s t  t h i s  proposed r u l i n g  i n  a t i m e l y  
manner, it w i l l  be considered by t h e  I n t e r n a l  Revenue S e r v i c e  a s  
a f a i l u r e  t o  exhaus t  a v a i l a b l e  a d m i n i s t r a t i v e  remedies.  S e c t i o n  
7 4 2 8  (b) ( 2 )  of t h e  Code provides ,  i n  p a r t ,  t h a t  a d e c l a r a t o r y  
judgment o r  d e c r e e  under t h i s  s e c t i ~ n  s h a l l  n o t  be i s s u e d  i n  any 
proceeding u n l e s s  t h e  Uni ted  S t a t e s  Tax Court,  t h e  Uni ted S t a t e s  
Claims Court,  o r  t h e  D i s t r i c t  Court of t h e  Uni ted  S t a t e s  f o r  t h e  
District of Columbia determines  t h a t  t h e  o r g a n i z a t i o n  invo lved  
has exhausted a d m i n i s t r a t i v e  remedies a v a i l a b l e  t o  it w i t h i n  t h e  
I n t e r n a l  Revenue Se rv i ce .  

If  we do n o t  hear  from you wit11i.n 30 days ,  t h i s  r u l i n g  w i l l  
become f i n a l  and c o p i e s  w i l l  be forwarded t o  your  key D i s t r i c t  
D i r e c t o r .  T h e r e a f t e r ,  i f  you have any q u e s t i o n s  about  ycrur 
f e d e r a l  income tax  s t a t u s ,  inc lud ing  q u e s t i o n s  concerning 
r e p o r t i n g  requirements ,  p l e a s e  c o n t a c t  your k e y  D i s t r i c t  
Director. 

When submi t t i ng  a d d i t i o n a l  l e t t e r s  wi th  r e s p e c t  t o  t h i s  c a s e  
t o  t h e  I n t e r n a l  Revenue Serv ice ,  you w i l l  e x p e d i t e  t h e i r  r e c e i p t  
by p l a c i n g  t h e  fo l lowing  symbols on t h e  envelope:  E:EO:R: 4-CCH, 
Room 6136. These symbols do not r e f e r  t o  your c a s e  but  rather t o  
its l o c a t i o n .  

S ince re ly ,  
Enclosure * * * * * *  ** *** *** 

Copy of  Not ice  87-31 *****  ** ***   
cc: ***  ******* Chief ,  Exempt Organ iza t ions  

****  *** *****  Rul ings  Branch 4 

**************  * 
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cc: ******* ** ******
***** ***  ****
* * * * * * * * * *  ******** 

cc: S t a t e  O f f i c i a l s  



* * * *  ******** *********  
******* ***  

* * * * *** ****  
***** * * * * *  ******** ***** 

Dear Applicant:  

********** **** 

JUL 2 0 1390 ( I  

You w e r e  incorporated ******  **  **** under t h e  l a w s  of t h e  
S t a t e  of ******* . You were incorporated f o r  t h e  following 
purposes: t o  encourage the p a r t i c i p a t i o n  of young women i n  the  
* * * *  ******** *********  Pageant and t o  provide a program f o r  i( 

i s su ing  s c h o l a r s h i p s  and or thecash ' ,equiva lent  awards t o  young 
people based on c e r t a i n  ,objective, c r i t \ . e r i a  allowing them t o  
f u r t h e r  t h e i r  e********  * * * ********  o p p o r t u n i t * * * *** * * 
a f f i l i a t e  wi th  * *  * * * *  ******* ******  t o  allow * * * *  ******** t o  
p a r t i c i p a t e  i n  t h e  national competi t ion t o  s e l e c t  * * * *  ******  . 
You a r e  a l s o  organized exclus ively f o r  c h a r i t a b l e ,  educat ional ,  
r e l i g i o u s ,  o r  s c i e n t i f i c  purposes wi th in  t h e  ineaning of Sec t ion  
5 0 1  (c)  ( 3 )  of  the I n t e r n a l  Revenue Code. You a l s o  represent  t h a t  
you coach and a s s i s t  i n  the p repara t ion  o f  t h e  winner f o r  
competing i n  the annual  **** ******* *********  ****** . 

ji 

~ o i i  a r e  required t o  r e q u i r e  a l l  c o n t e s t a n t s  i n  t h e  s t a t e  
pageant!'and t o  cause  c o n t e s t a n t s  i n  t h e  l o c a l  pageants t o  s i g n  a  
con tes tah t  c o n t r a c t .  You, on behalf "of * *  * * * *  ******* ****** , 
must cauie  your f i n a l i s t  t o  e n t e r  i n t o  a  second c o n t r a c t .  You 
provide t h e  f i n a l i s t  w i t h  i n c i d e n t a l s  money, meal money, and 
round t r i p  t r a n s p o r t a t i o n  to  * *  * * * *  ******* ****** . You 

\'.:':require t h a t  ydur con tes tan t s  have not:) en tered  i n t *  * * * *  c t s  t o  " 

endorse products competit ive with t h e  sponsors o f  * *  * * *   
******* ****** . You r e p r e s e n t  .that a c o n t e s t a n t ' s  breach of 
con t rac tua l  provis ion w i l l  n o t  r e su l t  i n  a f o r f e i t u r e  of  her 
scho la r sh ip ,  i f  s h e  4 s  otherwise e n t i t l e d  t o  t h e  scholarsh ip .  j. 

I:, 

I'. Whether a  c o n t e s t a n t  s i g n s  a s i x  page l o c a l  con tes tan t  
c o n t r a c t  o r  the  ten page s t a t e  level c o n t e s t a n t ' s  c o n t r a c t ,  t h e  
c o n t r a c t  includes a section devoted t o  wscho la r sh ip  funds.  I' 'The 
f i r s t  sentence  of t h i s  s e c t i o n  s t a t e s  "1 understand t h a t  the  , 

, ,. . scho la r sh ip  funds w i l l  be provided by c e r t a i n  prominent compa.nies 
and.-?y t h e  Pageant i t s e l f ,  and I agree  that a t  no t i n e  duriny. "the 
per iod  I h o l d  the - [ t i t l e ]  . , : .  w i l l  I endorse o r  permit my name 
or  l i k e n e s s  t o  be used i n  connection wi th  the   end^. .sment or  
adver t i sement  o r  a n y  product or products competi t ive t o  t h e  



* * * *  ******** * * * * * * * * *   2 
******* ***  

p r o d u c t s  o f  any o f  the'gmajor c o n t r i b u t o r s  t o  said s c h o l a r s h i p  
fund . 1 1  !I 

S e c t i o n  5 0 1  (c) ( 3 )  of t h e  Code [ h e r e i n  I1Codeag ] p r o v i d e s  ' f o r  
t h e  exempt ion  f rom Federa l  Income T a x  t o  o r g a n i z a t i o n s  o r g a n i z e d  
a n d  o p e r a t e d  e x c l u s i v e l y  f o r  c h a r i t a b l e  p u r p o s e s  o r  e d u c a t i o n a l  
p u r p o s e s ,  n o  p a r t  02 t h e  n e t  e a r n i n g s  of which i n u r e s  t o  the 
b e n e f i t  of any p r i v a t t ;  s h a r e h o l d e r  o r  i n d i v i d u a l .  

S e c t i o n  1.501 (c) ( 3 )  -1 ( a )  o f  t h e  Federa l  Income Tax 
R e g u l a t i o n s  [ h e r e i n    regulation^^^] p r o v i d e s  t h a t  t o  be exempt a s  
a n  o r g a n i z a t i o n  d e s c r i b e d  i.n s e c t i o n  501 (c) (3 )  , an  o r g a n i z a t i o n  
milst be b o t h  o r g a n i z e d  and opera ted  e x c l u s i v e l y  f o r  p u r p o s e s  
s p e c i f i e d  i n  s e c t i o n  501 (c) ( 3 )  . 

> _  

S e c t i o n  1 . 5 0 1 ( c )  ( 3 )  -1 (b) (1) (i) of t h e  ~ e g h l a t i o n s  s tates 
t h a t  a n  o r g a n i z a t i o n  is o r g a n i z e d  e x c l u s i v e l y  f o r  one  o r M m o r e  
exempt purposes o n l y  i f  its a r t i c l e s  of o r g a n i z a t i o n  l i m i t  t h e  
p u r p o s e s  o f  such o r g a n i z a t i o n  t o  one  o r  more exempt p u r p o s e s ,  and 
d o  n o t  e x p r e s s l y  empower the o r g a n i z a t i o n .  ' t o  engage ,  o t h e r w i s e  
t h a n  as an i n s u b s t a n t i a l  p a r t  o f  its a c t i v i t i e s ,  i n  a c t i v i t i e s  
which ' i n  themselves a r e  n o t  i n  f u r t h e r a n c e  of o n e  o r  more exeinpt 
p u r p o s e s .  

-;, ?> 

S e c t i o n  1 . 5 0 1  (c) ( 3 )  -1 (c) (I) of t h e  R e g u l a t i o n s  p r o v i d e s , ,  t h a t  i J  

a n  o r g a n i z a t i o n  w i l l  be r e g a r d e d  a s  "opera ted  e x c l ~ s i v e l y ~ ~  f o r  
one" o r  more exempt p u r p o s e s  o n l y  i f  it engages p r i m a r i l y  i n  
a c t i v i t i e s  which accompl ish  one  o r  more o f  such  exempt p u r p o s e s  
s p e c i f i e d  i n  s e c t i o n  501(c )  ( 3 ) .  An o r g a n i z a t i o n  w i l l  not be s o  
r e g a r d e d  i f  more t h a n  an i n s u b s t a n t i a l  p a r t  o f  i t s  a c t i v i t i e s  is  
n o t  i n  f u r t h e r a n c e  o f  an exempt purpose . '  

S e c t i o n  1 . 5 0 1 ( c )  ( 3 )  -1 ( d )  (1) (ii) of t h e  R e g u l a t i o n s  states 
t h a t  a n  o r g a n i z a t i o n  i s  n o t  o p e r a t e d  e x c l u s i v e l y  f o r  s e c t i o n  
5 0 1  (c)  ( 3 ) .  p u r p o s e s  u n l e s s  it s e r y e s  a p u b l i c  r a t h e r  t h a n  a 
p r i v a t e  i n t e r e s t .  " Thus':; ? to  q u a l i f y  under  s e c t i o n  501  (c) ( 3  ) an 
o r g a n i z a t i o n  must  e s t a b l i s h  it i s  n o t  o r g a n i z e d  or o p e r a t e d  
f o r  the  b e n e f i t  o f  p r i v a t e  i ' n t e r e s t s  such a s  d e s i g n a t e d  

, i n d i v i d u a l s ,  o r  p e r s o n s  c o n t r o l l e d  d i r e c t l y  o r  ' i n d i r e c t l y  b y  such 
p r i v a t e  i n t e r e s t s .  

I n  ~ e t t e r  B u s i n e s s  Bureau v.  Commissioner,  326 U.S. 2 7 9  
( 1 9 4 5 )  , t h e  Supreme Court de te rmined  t h a t  w h i l e  some a c t i v i t i e s  
o f  t h e  o r g a n i z a t i o n  under c o n s i d e r a t i o n  'were  e d u c a t i o n a l ,  a 
s u b s t a n t i a l  purpose  o f  t h e  o r g a n i z a t i o n  w a s  t o  promote  b u s i n e s s ;  
t h u s ,  t h e  o r g a n i z a t i o n  was n o t  o p e r a t i n g  e x c l u s i v e l y  f o r  

- e d u c a t i o n a l  purposes .  

S e c t i o n  1.117-3 ( a )  o f  t h e  R e g u l a t i o n s  a b f i n e s  the t e rn  
, m s d h o l a r s h i p u  t o  g e n e r a l l y  mean an amount p a i d  or al lowed t o ,  o s  

!, f o r  t he  b e n e f i t  o f ,  a  s t u d e n t  p u r s u i n g  h i s  s tudies .  
0 

l', 

I 
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S e c t i o n  1 . 1 1 7 - 4  (c) (1) o f  t h e  Regu ld t i ons  p rov ide s  t h a t  any -- . 

amount p a i d  o r  al lowed t o ,  o r  on b e h a l f  o f ,  a n  ind iv ic iua l  t o  
enab l e  him t o  pursue studies o r  r e s e a r c h ,  shall n o t  b& cons idered  

!!8 

t o  be amounts rece ived  as a  s c h o l a r s h i p  g r a n t  under  s e c t i o n  1 1 7  
. , 

i f  such  amount r e p r e s e n t s  e i t h e r  compensat ion  f o r  p a s t ,  p r e s e n t ,  
o r  f u t u r e  emp1oymen.t' services o r  r e p r e s e n t s  payments f o r  s e r v i c e s  
which a r e  s u b j e c t :  t o  t h e  d i r e c t i o n  or s u p e r v i s i o n  of the g r a n t o r .  

I n  B i n q l e r  v. Johnson, 3 9 4  U.S. 7 4 1 ,  751  (1969 ) ,  t h e  Supreme 
Court  s t a t e d  t h a t  t o  b e  excluded f r o m  g r o s s  income under  s e c t i o n  
117,  a s c h o l a r s h i p  m u s t  b e  : r e l a t i v e l y  d i s i n t e r e s t e d ,  no  s t r i n g s  . 
educa t i ona l  g r a n t s ,  w i t h  no requ i rement  of a n y  s u b s t a n t i a l  q u i d  \I\ 
pro quo f o r  the  r e c i p i e n t s .  ',:{ \I"-- 

Rev. Rul.  66-103, 1 9 6 6 - 1  C.B. 1 3 4 ,  s t a t e s  t h a t  an 
o r g a n i z a t i o n  whose pr imary a c t i v i t y  is  t o  p rov ide  awards and 
g r a n t s ,  inc lud ing '  s c h o l a r s h i p  and f e l l o w s h i p  g r a n t s  t o  needy 
i n d i v i d u a l s  who would o t h e r w i s e  n o t  be a b l e  t o  pursue  t h e i r  
s t u d i e s  f o r  l a c k  of funds  and with no monetary b e n e f i t s  t o  t h e  
donor o r g a n i z a t i o n ,  qua1 i f  i e s  f o r  exemption under  s e c t i o n  
5 0 1  (c) ( 3 )  of t h e  Code. The o r g a n i z a t i o n  is p r i m a r i l y  engaged i n  
a c h a r i t a b l e  a c t i v i t y  o r  providing r e l i e f  of t h e  poo r .  

Rev. Rul. 68-20, 1968-1 C.B. 55, s t a t e s '  t h a t  under  s e c t i o n  
1 1 7 ,  a s c h o l a r s h i p  is i n c l u d a b l e  i n  t h e  g r o s s  income of  a beau ty  
pageant  winner  as  compensation f o r  p a r t i c i p a t i n g  i n  t h e  c o n t e s s ,  
p l a y i n g  a l e a d i n g  r o l e  i n  the  t e l e v i s e d  pagean t ,  and  f o r  
performing subsequen t  s e r v i c e s  f o r ,  or a t  t h e  d i r e c t i o n  o f ,  t h e  
sponso r ing  c o r p o r a t i o n .  

ir Rev. Rul.: 59-257, 1969-1 C.B.  151, s t a t e s  t h a t  an 
o r g a n i z a t i o n  p r o v i d i n g  s c h o l a r s h i p s  s e l e c t e d  from a b road  c l a s s  
of applicatior; 'k; o n  the  basis of  s c h o l a s t i c  s t a n d i n g ,  q u a l i f i e s  
f o r  exemption u n d e r  s e c t i o n  501 (c )  ( 3 )  o f  t h e  Code. The 
o r g a n i z a t i o n  w a s  c r e a t e d  f o r  t h e  pu rpose  of advanc ing  e d u c a t i o n .  

M i s s  Geors ia  Scho l a r sh ip  Fund. I nc .  v.  omm missioner, 72  T.C. 
. 2 6 7  ( 1 9 7 9 )  i n v o l v e s  an o r g a n i z a t i o n  formed f o r  the purpose  o f  

g i v i n g  s c h o . , ~ a r s h i p s  t o  c o n t e s - t a n t s  i n  t h e  M i s s  Georgia P a g e a n t .  
The p a r t i c i p a n t s  were  r e q u i r e d  a s  a c q n d i t i o n  f o r  q u a l i f y i n g  for 
s c h o l a r s h i p s  t o  e n t e r  i n t o  a c o n t r a c t  ' l3 .a t  would o b l i g a t e  them in  
t h e  e v e n t  t h e y  w e r e  s e l e c t e d  t o  p a r t i c i p & $ e  i n  t h e  M i s s ;  America 
Pagean t  t o  a b i d e  by the  r u l e s  and regulat2i?ns of the pagean t ,  

1. i n c l u d i n g  p a r t i c i p a t i o n  i n  p u b l i c  appearan& and t h e h l i k e ,  under  
' t h e  s p o n s o r s h i p  o f  M i s s  Georg ia  Pageant .  These  s c h o l a r s h i p s  were 
un,$tvai lable t o  t h o s e  c o n t e s t a n t s  who f a i l e d  t o  execu t e  t h e  
c o n t e s t a n t  s c o n t r a c t .  The Tax Cour t  s t a t e d  t h a t  t h e  p r i n c i p a l  
i s s u e  i n  i t s  d e c i s i o n  was whether t h e y p u r p o r t e d  l l s c h o l a r s h i p s l o  
g r a n t e d  by t h e  o r g a n i z a t i o n  were exempt under s e c t i o n  117 o r  
s e c t i o n  74  of t h e  Code, o r  were compensatory , . in  n a t u r e .  The 

, , 
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, . 

organ iza t ion  w a s  n o t  exempt unde$ s e c t i o n  5 0 1  (c) ( 3 )  of t h e  Code, 
because the  o rgan iza t ion  was operated p r i m a r i l y  f o r  t h e  purpose  ( . /  of p rov id ing  compensatory payments t o  c o n t e s t a n t s  i n  t h e  4 :  ,. pageznts. \ 2, 

Your a r t i c l e s  of i nco rpora t ion  fai . l  t o  l i m i t  your 
o rgan iza t iona l  purposes t o  one o r  more b***** ******** ***  **  ,  
orgarii,zed, i n t e r  a l i a  t o  a f f i l i a t e  w i th l*** * * * *  ******* ****** i$ 
t o  all;bw * * * *  *******  t o  p a r t i c i p a t e  i a  t k l e  n a t i o n a l  compet i t ion\  
t o  s e l $ c t  * * * *  ******  . You a r e  a l s o  orgpnized t o  make non- 
schola$ship cash  payments t o  c e r t a i n  persons.  There is n o t h i n g  . _  

& exempt i n  such purposes.  -, 

,- I .,- f <- .-.;. 

,.. Aside from o r g a n i z a t i o n a l  def,$ct ,  your a c t i v i t i e s  
r e f l e c t  a  s u b s t a n t i a l  purpose of paying, compensation. You 
represen t  t h a t  c e r t a i n  payments a r e  sch 'o la rsh ips .  ,,.However, t o  
the e x t e n t  t h e  payments a r e  s cho la r sh ip&,  t h e  same i s s u e  
presented t o  t h e  Tax Court , , i n  , M i s s  ~ e o r $ &  Scholarsh ip  Fund, Inc .  
' i s  p r e s e n t  i n  your  case .  de have t o  'dlet&;pine whether t h e  award 

, , . . . . . . 
'.::. , , .. payments you c h a r a c t e r i z e  a s  nscholarships!' a r e  l l scholarsh ips"  a s  I 

t;'' ".~:,: defined by s e c t i o n  1.117-3(a) of t h e  regulaticrns o r  a r e  a n  I : 
. . I  -C 

>.,'\? 
'" exclusion therefrom pursuant  t o  s e c t i o n  1 .117-4  ( c )  (1) of t h e  I ,  , ci ., 

r y u l a t i o n s  ,i r\ , . 

The informat ion  submit ted i n d i c a t e s  t h a t  the winner of your 
(! c o n t e s t  is requ i r ed  t o  execu te  an agreement before  s h e  

p a r t i c i p a t e s  i n  t h e  l o c a l  pageant;) and~i:.'i?*gain before  s h e  ,- 

p a r t i c i p a t e s  i n  t h e  s t a t e  l e v e l  pageant: She s i g n s  t h e s e  
agreements be fo re  . she  r e c e i v e s  h e r  scholarshiyj'. ,- Bosh agreements ,, 
r e q u i r e  the pageant p a r t i c i p a n t s  and winners t o  perFbrm c e r t a i n  r,: 
s e r v i c e s  and r e f r a i n  from c e r t a i n  a c t i v i t i e s .  One s u c h , , a c t i v i t y  
i s  endorsement or adver t i sement  of any product compet i t ive  t o  t h e  
products  o f  any of t h e  major c o n t r i b u t o r s  t o  the s c h o l a r s h i p  
funds. I n  l i g h t  of t h i s  agreement (and o t h e r  agreements r e q u i r e d  o 
of a l l  pageant c o n t e s t a n t s ) ,  and t h e  p;i!ovisions there in"  
r e spec t ing  persona l  s e r v i c e  ob l iga t ion ' s  on t h e  p a r t  of 
c o n t e s t a n t s  and s e l e c t e e s ,  w e  conclude t h a t  t h e  l l s cho la r sh ipsn  
awarded a r e  c l e a r l y  payments f o r  past, presen t ,  a&\ f u t u r e  
s e r v i c e s  by t h e  c o n t e s t a n t s ,  i nc lud ing  p a r t i c i p a t i o n  i n  y o u r  
s c h o l a r s h i p  program as w e l l  a s  o t h e r  programs and a c t i v i t i e s .  
Your " s ~ h o l a r s h i p ~ ~  awards a r e  simply a d d i t i o n a l  p r i z e s  f o r  
execut ing c o n t r a c t s ,  and f o r  e n t e r i n g ,  p a r t i c i p a t i y  i n ,  and  
winning your program. ". Under kec t ion  1. (c )  (1) o f  t h e  5 ,:I-;, ; -,, 
_regu la t ions ,  su,$-? -*; awards a r e  n o t  s c h o l a r s h i p s .  ; . 1 
"3. <,- . - ! <- 

54 - ,? /, A .;; 
,;-:. 

Because your  s u b s t a n t i a l  purpose i s  t h e  p r o v i s i o n  of 5 <*-y ,- ,, -2,) 
compensat-ory payments t o  c o n t e s t a n t s  i n  t h e  program, you are n o t  
ope ra t ed  e x c l u s i v e l y  f o r  onel;or more exempt purposes s p e c i f i e d  i n  
sec t . ion  501(c) ( 3 )  of  t h e  Code. See a l s o  s e c t i o n  1 .501(c)  ( 3 ) -  

L. 3. (c)  ( 1) of t h e  r e g u l a t i o n s .  

,;\ 7) 5 2 

(i! (3 ... i:., 

'3 
t i  c: 
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Fur thermore ,  by f a c i . ? i t a * * *  the  * * * * o b l i g a t i o n  t o  
perform c e r t a i n  s e r v i c e s  f o b  * *  * * * *  * * * * * * *  ****** ,  you are 
s e r v i n g  p r i v a t e  r a t h e r  t h a n l p u b l i c  i n t e r e s t s .  T h e r e f o r e ,  you 
have  a g a i n  shown that  you a r e  n o t  o p e r a t e d  e x c l u s i v e l y  f o r ,  o n e  o r  
ribre exempt p u r p o s e s  under  s e c t i o n  5 0 1  (c) (3)  . See s e c t i o n  
1.5'01 (c) ( 3 )  -1 (d) (1) ( i )  of t h e  r e g u l a t i o n s .  

We f i n d  you  t o  be ana logous  t o  t h e  t a x p a y e r  i n  Miss Georqia 
S c h o l a r s h i p  Fund, Inc . ,  s u p r a .  T h a t  t a x p a y e r  d i d  n o t  q u a l i f y  f o r  
exemption under  s e c t i o n  5 0 1  (c) (3 )  ,of t h e  Code. 

B e t t e r  B u s i n e s s  Bureau, s u p r a ,  i n s t r u c t s  t h a t ,  u n d e r  the  
o r g a n i z a t i o n a l  t e s t ,  it is n o t  enough t o  have  two purposes ,  orle 
c h a x i t a b l e  and t h e  o t h e r  n o n - c h a r i t a b l e ,  i f  the  l a t t e r  is 
subs i :ant ia l ly  n o n - c h a r i t a b l e .  Your documents and c o n t r a c t s  
i n d i % t e  t h a t  you a re  o r g a n i z e d  f o r  a s u b s t a n t i a l  n o n - c h a r i t a b l e  
purpose,  namely t h e  p r o v i s i o n  of  ccmpensat ion .  A t  best  t h e n ,  you 
a r e  o rgan ized  f o r  t w o  purposes .  You a s s e r t  t h a t  y o u  a r e  
o r g a n i z e d  t o  promote  e d u c a t i o n ;  and t h e  r e c o r d  c l e a r l y  e v i d e n c e s  
a  s u b p t a n t i a l  n o n - c h a r i t a b l e  purpose .  

I/ 

((YOU a r e  o r g a n i z e d  f o r  a t  l e a s t  two non-exempt purposG5, 
i n c l u d i n g  t h e  s e l e c t i o n  of a  * * * *  *******   t o  p a r t i c i p a t e  :!n che 
* * * *  ******   c o n t e s t ,  s e c t i o n  1 .501 ( c )  ( 3 )  -1 ( b )  (1) . You havg a 
s u b s t a n t i a l  o r g a n i z a k i o n a l  and o p e r a t i o n a l  p u r p o s e  of p r o v i d d n g  
compensation t o  some of y o u r  c o n t e s t a n t s ,  see s e c t i o n  1: 

1 . 5 0 1  ( c )  ( 3 )  -1 (b) (1) ; s e c t i o n  1.502.(c) ( 3 )  -1 ( c )  . A d d i t i o n a l l y ,  you 
o p e r a t e  t o  'promote s o c i a l  purposes .  F u r t h e r ,  you se rve  t h e  
p r i v a t e  i n t e r e s t s  ment ioned above. s~ s e c t i o n  1 .501(c )  ( 3 ) -  
1 ( d )  (1) (ii) , supra .  

L., 

Accordingly ,  w e  conc lude  t h a t  you . f a i l  t o  q u a l i f y  f o r +  ' 
r-  exemption from f e d e r a l  t ax  under  s e c t i d n  ,2501 (c) (3 )  of the Code. ,! r+:,, . 

You a r e  r e q u i r e d  t o  f i l e  f e d e r a l  income t a x '  r e tu rns  on Form 1 1 2 0 .  -+ 
C 

You have t h e  r i g h t  t o  p r o t e s t  our r u l i n g  i f  y o u  b e l i e v e  t h a t  
it is  i n c o r r e c t .  T o  p r o t e s t ,  you s h o u l d  s u b m i t  a  s t a t e m e n t  of 
your v iews,  w i t h  a  f u l l  e x p l a n a t i o n  of y o u r  r e a s o n i n g .  Th i s  
s t a t e m e n t  must be  s u b m i t t e d  w i t h i n  30 d a y s  o f  t h i s  l e t t e r  and 
m u s t  be s i g n e d  by o n e  of y o u r  o f f i c e r s .  You a l s o  have a r i g h t  t o  

, a  c o n f e r e n c e  i n  t h i s  o f f  ice a f te r  y o u r  s t a t e m e n t  is submit ted .  
I f  you want  a c o h f e r e n c e ,  you .must r e q u e s t  it when you f i l e  y o u r  
p r o t e s t  s t a t e m e n t .  I f  you a r e  t o  be r e p r e s e n t e d  by someone who 
i s  n o t  o n e  of your  o f f i c e r s ,  he / she  must ' f i le  a e r o p e r  power of 
a t t o r n e y  and o t h e r w i s e  q u a 1  i f y  under  our  ~ o n ' ~ & e n . c e  and P r a c t i c e  
Requirements .  ., ) 

i, I f  you  dd n g t  p r o t e s t  t h i s  proposed r u l i n g  i n  a t i m e l y  
manner, it w i l l  he c o n s i d e r e d  by the I n t e r n a l  Revenue S e r v i c e  a s  
a  f a i l u r e  t o  e x h a u s t  a v a i l a b l e  a d m i n i , s t r a t i v e  remedies.  S e c t i o n  
7 4 2 8  (b)  ( 2 )  of t h e  Code p r o v i d e s ,  i n  p a r t ,  that a  d e c l a r a t o r y  
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judgment o r  , d e c r e e  under t h i s  s e c t i o n  s h a l l  n o t  be i s s u e d  i n  any 
proceeding u n l e s s  t h e  ,United S t a t e s  Tax Court ,  the  Wnited S t a t e s  
Claims Court, or t h e  D i s t r i c t  Court o f  the Uni ted S t a t e s  f o r  t h e  
District of Columbia de te rmines  t h a t  t h e  o rgan iza t ion  involved 
has exhausted a d m i n i s t r a t i v e  remedies a v a i l a b l e  t o  it w i t h i n  t h e  

,, I n t e r n a l  Revenue Se rv i ce .  
1 i 
\\ If w e  do not hear from you w i t h i n  30 days ,  t h i s  r u l i n g  w i l l  
"become f i n a l  and  c o p i e s  w i l l  be forwarded t o  your key D i s t r i c t  
D i rec tor .  The rea f t e r ,  i f  you have any ques t ions  about  your  
f ede ra l  income t a x  s t a t u s ,  i nc lud ing  ques t ions  concerning 
r e p o r t i n g  requirements,  p l e a s e  c o n t a c t  your key D i s t r i c t  
Di rec tor .  

when submi t t ing  a d d i t i o n a l  letters wi th  r e s p e c t  t o  t h i s  c a s e  
to  t h e  I n t e r n a l  Revenue Se rv i ce ,  you w i l l  e x p e d i t e  * * * * * * * *  t  
by p l a c i n g  the fol lowing symbols on t h e  envelope: ******* **** 
*** ***** **** .  These symbols do no t  refer t o  your  case b u t  
r a t h e r  t o  its loca t ion .  , 

I S i n c e r e l y ,  

cc: ***  ******* 
,***** *** *****  

cc: ******  ** *****  
***** ******* * 

********** *** *****  

******* ****** **** * * *   
*****  ********** ** 

Chief ,  Exempt ~ r g a n i z a t i o n s :  
~ u Z i n g s  ~ r a n & h  2 ., .> 


